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in the sense that they yield fruits to be sold for fees. Here
purely fiscal considerations suggest that such expenditures, if
financed by loans, ought, in general, to be financed in such a
way that the loans are paid off out of taxes before the need
for further similar expenditures is likely to recur. For, if
this is not done, there must result an ever-growing debt and,
eventually, the need for ever-growing taxes to provide interest
upon it, much as would happen if ordinary running expenses
were financed out of loans. Further, at the time a loan is
raised evidence should be given of ability and intention to
provide adequately for the service of it by imposing new
taxation sufficient to cover interest and a reasonable sinking
fund.1 Failing this, confidence in the financial stability of the
State is liable to be damaged at the time, while later on, when
the exceptional expenditure has been completed, the country
will be confronted with an unlooked for and prima facie un-
warranted increase of taxation; and this may well cause discon-
tent. But, though it is clear that resort to loans ought not to
be had in any fuller measure than these limits allow, it is not
clear that resort ought to be had to them up to these limits.
§ 4. It is sometimes thought that whether and how far
an enterprise or enterprises ought to be financed out of loans
depends on whether and how far future generations will benefit
1 The view that loans of the kind we have been considering should be
paid off in a not over-long period is often given concrete form in the estab-
lishment of a sinking fund. This is not, of course, a necessary condition of
repayment. There is nothing to prevent a government from paying off a
loan to which no sinking fund is attached by buying it up in the market or,
if provision is made for redemption at a fixed price, by redeeming it. Nor
is the establishment of a sinking fund a guarantee that the principal of a
loan will in fact be paid off as originally intended, even if the sinking fund
is in no sense raided: for there is nothing to prevent a government from
effecting new borrowings pari passu with paying off the old loan. None the
less, the legal establishment of a sinking fund at the time loans are floated
is of real effect in promoting repayment; for it is politically much more
difficult for a government in difficulties to raid an established fund, or to
fill it by borrowing, than it is for it simply to refrain from setting aside money,
not specifically called for by a previous undertaking, for discharging debt.
It may be added that, when a sinking fund is decided upon, it may take the
form either of a fixed annual sum to be devoted towards providing interest
and repayment of principal throughout the period of the loan, or of a fixed
annual sum for repayment of principal plits, each year, the sum required in
that year for interest. This latter plan involves a less violent change than
the other in the year following the completion of repayment, and is also
somewhat less likely to be abandoned in the later years of the loan. (Cf.
Pierson, Principles of Economics, vol. ii, pp. 629 et seq.)

